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KEY ECONOMIC INDICATORS a 


Exchange rate as of July 1974 
£1.00 = $2.39 
Ist Q3/ 
1972. _19732/ 1974 


Income, Production, Expenditure 
Current Prices (billions of bk) 


Gross National Product 4/ 54. 
Gross Domestic Product 5/ 53. 
Personal Income 

Personal Disposable Income 
Income from Employment 
Consumers' Expenditure 
Plant §& Equipment Investment 4. 
Saving Si 
Saving Rate 6/ 8. 
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1970 Prices (billions of bk) 
Gross Domestic Product 44. 
Consumers' Expenditure 34. 
Plant §& Equipment Inventory 4. 


Indexes 
GDP at current prices 125. 144.0 149. 
GDP at 1970 prices 103. 109.5 105. 
Industrial Production 7/ 102. 109.8 103. 
Consumers' Expenditure 7/ 108. 133.7 113. 


Employment, Wages 
Unemployed (thousands) 816 581 543 


Unemployment Rate 3.6 2.6 2 


Indexes 

Hourly Wage Rate 101.4 115.6 
(7-31-72 = 100) 

Hours of Work per Week 8/ 81.3 83.0 
(1962 = 100) 

Earnings 9/ 143.1 
(January 1970 = 100) 

Unit Labor Costs 118.4 
(1970 = 100) 

Average Labor Productivity 105.9 NA 
(1970 = 100) 


Money, Prices 
Money Supply (millions of &) 
M1 10/ 12, 3801445, 100177 12,840 


M3 11/ 25,9304263,19012/ 34,210 


‘Minimum Lending Rate 13/ 9.0 13.0 12; 
Treasury Bill Discount Rate 13/8.31 12.42 ane 
3 Month Sterling CD's 13/ 9.0 15.88 15. 


Indexes 
Retail Prices (1962=100) 164.3 179. 194. 
Wholesale Prices 14/ 114.8 123. 138. 
(1970 = 100) 
Implicit GDP Deflator 15/ 121.4 BDL. 142. 
(1970 prices) “ae 
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KEY ECONOMIC INDICATORS (cont'd.)2/ 


Exchange rate as of July 1974 
£1.00 = $2.39 
lst Q3/ Rate of 
1972. _19732/ 1974 % Change Growth 
Balance of Payments, Trade 
Foreign Exchange Reserves 
and Gold (billions of b) 2.17 2.24 2.40 6.8 -2.0 
Trade Balance (millions of £)-677 -2,375 -1,288 -266.9 -105.6 
Current Balance 114 -1,286 -979 -570.6 -192.4 
(millions of b) 
Exports (FOB) 9,134 11,435 3,370 27.9 45.8 
(millions of b) 
U.S. Share (percentage) 12.38 12.13 10.816/ 
Imports (FOB) 
(millions of b) 9,811 13,810 4,659 6) 
U.S. Share (percentage) 10.5 10.1 9 


Main Imports from U.S. (millions of b) 
Machinery (non-electrical) 254 361 76.816/ 


Electrical Machinery 115 162 37.116/ 
Manufactures (misc. ) 79 119 33.916/ 
Transport Equipment 88 108 14. 316/ 
Cereals §& Cereal 

Preparations 74 102 26.716/ 


FOOTNOTES 
1/Sources: Personal Income, Expenditure and Saving in the First Quarter 
1974, CSO Press Release, July 5, 1974; Trade and Industry, July 11, 1974; 
Bank of England Quarterly Bulletin, June 1974; Department of Employment 
Gazette, June 1974. 
2/Revised. 
3/Provisional. 
4/Factor Incomes, seasonally adjusted. 
S5/At factor cost, seasonally adjusted. 
6/As percent of personal disposable income. 
7/1970=100. 
8/Manufacturing industries. 
9/Last month in monthly series. 
10/M1 is defined as notes and coins in public circumstances, plus demand 
deposits minus 60 percent of transactions in process of clearance. 
11/M3 is defined as Ml plus time deposits, deposits with discount houses, 
other currency accounts and public sector deposits. 
12/End of fourth quarter figures in quarterly series. 
13/Rate on last day of respective year. 
14/Output index, i.e. manufactured items produced for domestic market. 
15/An official GDP deflator index is not published in the U.K. This is 
a rough calculation using the ratio of nominal to real GDP (1970 prices). 
16/January and February only. 
17/THE FIGURES IN THESE TWO COLUMNS ARE HIGHLY DISTORTED BECAUSE OF THE 
COAL MINERS' SLOWDOWN/STRIKE WHICH DISRUPTED THE U.K. ECONOMY FROM 
DECEMBER 1973 TO MARCH 1974. THEY ARE INCLUDED ONLY TO INDICATE THE 
MAGNITUDE OF THE DISRUPTION AND SHOULD BE USED WITH CONSIDERABLE 
CAUTION. 





Summary 


British economic prospects remain poor. The oil crisis, the coal 
miners' strike, and a slightly contractionary budget by the new Labour 
Government in March have restrained demand as well as production while 
inflation continues to accelerate. The mini-budget of July 22, 1974, 
reduced indirect taxes, added to food subsidies, increased regional 
employment incentives, increased dividend limits and gave some relief 
on property taxes in order to lightly reduce inflationary pressures and 
stimulate demand. It was also intended to bolster business confidence. 
However, it can, in part, be regarded as an interim measure until the 
probable October election. 


The U.K. economy is in a transitional stage, albeit a dangerous one. 
Forecasts of economic activity for the rest of this year are gloomy, 
with most forecasters seeing no real rise in Gross Domestic Product 
(GDP). This is due both to the production shortfalls of the three-day 
week period and the weakening of demand caused by increased oil prices 
and the deflationary impact of December 1973 public expenditure cuts and 
the March 1974 budget. Investment is not growing as fast as predicted 
earlier. Only exports, on the demand side, show signs of strength. At 


the same time, on the supply side, the economy is still constrained by 
capacity limits and shortages in certain key industries, which could 
limit export performance as well as production for the home market. 


While output is level, inflation is accelerating. Many forecasters 
now see 17 to 20 percent as the probable minimum range of retail price 
increases in 1974. Inflationary pressures are exacerbated by mounting 
wage pressures, despite the so-called "Social Compact" between the 
minority Labour Government and the unions, as well as the escalator 
clause in many wage contracts. 


In the face of these grim facts, industrial confidence has 
diminished and manufacturing investment plans are being scaled down, 
sometimes drastically. Certain elements in the Labour Government have 
contributed to the decline of business confidence by speaking inces- 
santly of their aim of further nationalization and increased government 
control of industry. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recovery From Three-Day Week But Weakening of Demand 


The British economy appears to be recovering from the period of 
three-day limits on power consumption, which lasted 13 weeks and ended 
in early March. However, a number of major problems confront the 
economy in the coming six months. 


Production figures for the first quarter of 1974 indicate output 
was not as much affected as had been feared. GDP dropped only by about 
3 percent, though the figures could be misleading. Industrial produc- 
tion was down by only 7 percent, about half of what had been predicted. 


It has taken time for the production to return to normal. Stocks 
of vital inputs such as steel were run down by industry, and steel pro- 
duction itself was cut back drastically during the crisis. Supply 
constraints due to materials shortages (steel, for example, is still 
short) remain in some industries. 


Inflationary pressure is the most pressing problem. However, it is 
associated with a general weakening in all elements of demand except 
exports, which compounds the problems facing the British Government. 
Demand has fallen due both to a weakening in business and consumer 
confidence and to a fall in purchasing power. 


Oil and coal price rises have increased the cost of goods across the 
board, particularly electricity, steel, and transport. At the same time, 
higher oil payments to the oil producing states are, in effect, a tax 
which reduces spendable income. 


Purchasing power has also been cut back through the impact of 
tightened budget and monetary policy. The former Conservative Govern- 
ment cut public spending by about $3 billion and imposed credit 
restrictions in December 1973 because it feared that the oil shortages 
would reduce output and create excess demand late this year. The 
contractionary impact of these cuts is now beginning to be felt. The 
impact of the present Labour Government's March budget, designed to be 
neutral, is generally considered to have been contractionary. Tax 
increases exceeded spending increases, and the public sector deficit, 
were greatly reduced. Many nationalized industry prices (steel, 
electricity, railroads) were raised. The July 22 "mini-budget" has 
limited effect on increasing demand and reducing prices; it is designed 
to reduce increases in the retail price index by about 1-1/2 to 2 
percent within the next four months. 


Monetary policy is also very restrictive at present. Under a new 
system of controlling the supply of money and credit, implemented in 
December 1973, the growth of money supply has been cut back sub- 
stantially in 1974. Many observers believe that its present slow rate 
of growth will contribute to the contractionary tendencies late this 
year and in 1975. 





This general weakening in purchasing power has led to uncertainty 
in industry, which is heightened by cost pressures and price controls. 
Costs have increased rapidly because of increased wage and materials 
prices, though the latter are now softening. Wages continue to climb, 
however, in spite of Stage 3 controls (which just ended). 


Businesses are generally unable to pass cost rises on quickly or 
fully because of price controls; the business sector as a whole is 
experiencing an increasingly tighter liquidity position. Company cash- 
flow has also been worsened by accekerated tax payments and a higher 
corporation tax (52 percent). Moreover, these taxes are on profits 
that are artificially inflated by inventory valuation which rose 
considerably last year with the commodity price escalation. 


For all these reasons, indications are that firms are cutting 
back investment plans substantially. Previous surveys of investment 
intentions indicated a high rate for 1974 and 1975 (over 10 percent) 
but the most recent surveys now put investment at about 5 percent for 
this year. 


Industrial confidence and investment plans have not been allayed 
by the statements of some of the Labour Government ministers who advocate 
increased nationalization and government control of industry. Such 
policies have yet to be endorsed by the government, however, and other 
government spokesmen take a more moderate line. 


Inflation 


Upward pressure on prices is intensive and price rises are 
accelerating; therefore, the government's policy options to restore 
strength to demand are limited. From the first quarter of 1973 to the 
first quarter of 1974, retail prices rose by almost 13 percent, and in 
the 12 months to June 1974, the increase was almost 16.5 percent. Whole- 
sale prices went up by almost 16 percent from first quarter 1973 to the 
first quarter 1974 and by almost 24 percent in the last 12 months. 


Wage pressures are a large factor at present because of influence 
in the last half of 1974, large "exceptional" settlements, and the 
"threshold" (escalator clause). The size of wage demands this autum, 
will, for the most part, determine the strength of inflationary pressures 
over the next year. The Labour Government is counting on its "Social 
Compact" with the unions to moderate wage demands. Under this compact, 
in return for certain social programs, the unions have undertaken to 
keep wage demands within sustainable limits. However, whether the unions 
can control their members and honor the bargain is doubted by many 
observers. Reportedly, many contracts for large increases have already 
been agreed to and await only the termination of wage and price controls. 
The government's proposals to tax income earned by foreigners have been 
amended and lightened. From tax year 1976-1977, foreigners will be 
taxed on 50 percent of the earnings related to their jobs in the U.K.; 
if they have resided in the U.K. for nine out of the preceeding ten years, 
the rate will increase to 75 percent. U.S. businessmen and firms in the 





U.K. should inform themselves of the provisions of the bill. 


External Sector 


Sterling continues to "float" and there are no prospects in sight 
to bring the float to an end and fix a new par value or central rate. 
The pound has held up remarkably well over the last few months, with an 
average effective depreciation in the range of 17 percent vis-a-vis 
Smithsonian rates (December 1971), as compared with 18-1/2 percent in 
the fourth quarter of 1973 and 17-1/2 percent in the first quarter of 
1974. Against the dollar, sterling has also strengthened recently from 
an average of $2.2799 in the first quarter to about $2.40 in May, June 
and July. A Euro-dollar borrowing of $2.5 billion has not yet been 
drawn. A further $1.2 billion borrowing over the next three years from 
Iran was recently announced. 


The trade deficit reached a record b2.7 billion for the first six 
months of 1974, but much of this is due to the deficit on the oil account. 
It would appear that the non-oil deficit is beginning to slowly improve. 
Much of the deficit has so far been offset by net capital inflows, 
including public sector borrowing. An overall balance of payments deficit 
of only £39 million was recorded in the first quarter. Because of a 
competitive exchange rate, exports have been rising rapidly (in volume 
and value). The prospective trade deficit has been estimated at h4.5 to 
£5 billion for the year 1974 as a whole. Prospects for 1975 appear 
better, with a trade deficit of about b3 billion forecast. Improvement 
in this account is expected to come substantially from improvement in the 
"non-oil" deficit. 


Prospects for the Rest of 1974 


Through the remainder of this year, the growth rate of production 
will probably remain level, showing little improvement, while inflation 
and unemployment increase. This prognosis depends, to some extent, on 
the short run impact of the July 22 mini-budget. Exports are moving 
ahead and producers still are making up for the three-day week slowdown 
of the first quarter. Nevertheless, in the absence of new policy stimu- 
lants Quite possible in a budget after the expected October election) 
the demand elements other than exports will probably continue to be weak. 
The outlook for 1975 is uncertain. No strong upturn is foreseen. Given 
the company liquidity squeeze and the psychological climate, manufacturing 
investment is likely to be depressed, as surveys indicate, The relaxation 
of dividend limits might help to restore some strength to the stock 
market, Consumer demand will continue to be weak from the reductions 
in real purchasing power and as a result of consumer’credit restrictions. 
With weak output and rising labor costs, unemployment will probably 
continue to increase. The large wage rises expected in the autumn will 
most likely induce many employers to cut back on labor in order to decrease 
total wage costs and preserve their cash-flow position. 
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An election is in the offing. Most observers expect it in October. 
Whichever political party governs, the key problem will remain: con- 
trolling inflation, preventing rising unemployment, stimulating in- 
dustrial investment, assuring adequate resources for exports to help 
redress the balance of payments deficit, and maintaining international 
confidence in sterling. 


IMPLICATIONS FOR THE UNITED STATES 


Despite the dismal general outlook, opportunities for U.S. exports 
in capital goods remain good. These prospects are based on the con- 
tinuing need for new equipment in many industries, especially petroleum 
related. and advanced technology industries. A brief description of 
trends in major sectors follows. 


Petroleum and Offshore Equipment - New commercially viable oil fields 
are being discovered in the North Sea. Exploratory drilling is only 
just beginning in the west of Shetland area and in the Celtic Sea. The 
first production platforms will be installed in the BP Forties field 
this year. Most types of materials including various types of steel 
and all types of equipment associated with offshore drilling and pro- 
ducing platforms are in heavy demand including building materials and 
supplies, generators, pumps, valves, compressors, barges and tenders, 
tubular casings, and a host of other items. 


Aerospace - With the advent of the Farnborough Air Show in September, 
which this year for the first time ever is fully international, there 
could be a rise in prospects for U.S. aerospace exports. There is a 
reported sell-out four months before the show is due to open, with 400 
companies exhibiting (and a U.S. Government-sponsored pavilion) to some 
15,000 buyers. 


Electronics - The heavy market demand for electronic componentry 
reported previously has, if anything, increased due largely to the 
lingering effects of the three-day week coupled with slow delivery 
schedules from U.K.-based producers. Britain is an extremely good test 
market for electronic equipment produced by manufacturers seeking to 
penetrate the European sales area. Communications equipment manu- 
facturers in the U.S. should also find a good market in the U.K. at 
present in the field of personal paging. 


Electrical Power Generation - The potential for exports of emergency 
standby generators remains good. One potentially interesting concept 
in the power field being considered by the Department of Energy is 
continuous generation of electricity from the tides. 


Mechanical Handling Equipment - Orders for mechanical handling equipment 
in the early part of this year have been encouraging. Imports are 
expected to rise at a rate of 16 percent per year; much depends, however, 
on capital expenditure in industry, especially the building and con- 
struction industries. Good expectations exist for conveyors and 
elevators, The growth rate for passenger and freight elevators will be 
higher than previously in view of a trend for installation of elevators 





into comparatively low rise buildings. Cranes for steelworks are 
likely to be in heavy demand over the next ten years because of the 
British Steel Corporation's announced b3 million investment program. 


Steel and Coal - The United Kingdom is currently an excellent market 
for steel (particularly tubular), coal (steam and coking coal), and 
nearly all chemicals. and synthetic materials. Major modernization 
and expansion of the coal industry offers opportunities for U.S. 
manufacturers of the whole spectrum of coal mining and related equip- 
ment. Of particular interest is the plan to expand open cast (strip) 
mining extensively. 


Tunnel Building - Plans to build the channel tunnel are moving forward. 
Companies offering specialized earth moving equipment should monitor 
developments for possible sales to the many firms from several nations 
which will win the bids to carry out various parts of the project. 


Machine Tools - Prospects now indicate that high demand of 1973 will 
fall away earlier than anticipated due to a decline of confidence on 
the part of U.K. manufacturing industry. 


Food and Drink Processing Machinery - The food and drink processing 
industry has a healthy order book, but with the prospect of slow 


growth in consumer expenditures and rising food prices, lower sales 
prospects for food and drink processing machinery are probable. 


Pumps, Valves, Compressors and Fluid Power Equipment - Prospects for 


all these items are good. High levels of production to fill domestic 
and export orders obtain, and supply constraints (steel in particular) 
will be the main problem in 1974. This will leave room for increased 
imports of equipment such as heavy compressors and components used in 
the chemical, agricultural, construction and mechanical industries. 


Packaging and Bottling Machinery - Demand in this sector seems likely 


to slacken in view of the reduced growth rate in the volume of consumer 
expenditure. Orders for the heavier types of Refrigeration Machinery 
are expected to be good, but Heating and Ventilating and Air Condition- 
ing Equipment will be seriously affected by the slowing down of 

activity in the building and construction industry. The higher price 
of energy and scarcity of supplies may also lead to some reduction in 
demand for improved standards of heating and ventilating. In particular 
the market for air conditioning equipment may be hard hit. 


Consumer Goods - Competitive prices and the ability to deliver offer 
U.S. firms major opportunities to increase their share of the U.K. 
market in many consumer goods. Special emphasis should be given to 
furniture, boats and water recreation equipment and accessories, Do- 
It-Yourself and certain types of American clothing (swimwear, leisure 
wear, jeans, T-shirts, sportswear and lingerie). 
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Agricultural Equipment - Prospects may be good in this category as most 
U.S. equipment is now competitive in price and may not be subject to the 
long delivery delays as domestically produced equipment. 
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published by the Bureau of Economic Anal- 

ysis, Social and Economic Statistics Admin- att 7 
istration, U.S. Department of Commerce. 

SURVEY is for businessmen, govern- 


ment administrators, trade association exec- 
utives, union officials, economists, statisti- 
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who wants to know, month by month, the 


state of the Nation's economy. SURVEY is the official source of the 


SURVEY carries articles on special Gross National Product statistics and the 
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SURVEY issues show more than 2,500 become available to the Bureau of Economic Analysis. 
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